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Most Vietnamese enterprises are small and medium enterprises (SMEs). According to 
the official definition in 2001 these are defined as enterprises with less than 300 
employees or registered capital of 10 billion Vietnamese dong. Of the 155,771 formally 
registered enterprises in operation in 2007, SMEs accounted for 97.4 percent of total 
enterprises according to the employee criterion or 84.7 percent according to the 
registered capital criterion. If the informally registered household enterprises are 
included, Vietnamese SMEs accounted for over 99 percent of total business 
establishments in the country in 2007. A majority of SMEs are from the domestic non-
state sector, which made up approximately 96 percent of total SMEs in 2007. 
Manufacturing SMEs accounted for almost 92 percent of total manufacturing 
enterprises in operation in Vietnam in 2007. They are more export-oriented compared 
to SMEs in other sectors such as agriculture or services. In addition, manufacturing 
SMEs are noted for their ability to create stable jobs. 
This thesis examines the performance of Vietnamese non-state manufacturing 
SMEs. In particular, it analyses firm level technical efficiency of domestic non-state 
manufacturing SMEs in Vietnam over the 2002 – 2007 period after the introduction of 
the important Enterprise Law in 2000. It identifies the sources of inefficiency from the 
characteristics of the firms and business environment for manufacturing SMEs in 
aggregate and by sub-sectors. The study provides evidence-based policy 
recommendations to improve efficiency and competitiveness of domestic non-state 
manufacturing SMEs in Vietnam. 
Using stochastic frontier production function, an econometric approach, the 
study analyses 5,204 observations of SMEs in three surveys conducted in 2002, 2005 
and 2007. Under this approach, a best practice frontier is estimated from the sample and 
actual performance of individual firms is compared against this frontier to calculate 
their technical efficiency level. The cross-sectional results from the estimations reveal 
that manufacturing SMEs in Vietnam have relatively high average technical efficiency, 
ranging from 84.25 percent to 92.55 percent. An analysis is also conducted for nine 
sub-sectors within the manufacturing sector.  It is found that the high-tech Electronics 
and Electrical Equipment sub-sector has the lowest technical efficiency level of around 
80 percent, while the low-tech Wood and Furniture sub-sector achieves full technical 
efficiency. This sub-sector has simple technology which makes it easier for firms to 
reach the production frontier. 
xiv 
 
The study further examines the factors influencing efficiency. Findings from 
this study indicate that innovation through major product improvement, government 
assistance in credit at start-up, household and collective ownership had a positive 
relationship with the technical efficiency of the aggregate manufacturing sample. 
Meanwhile, firm size, firm age, urban location, cooperation with foreign partners, 
subcontracting, government assistance in premises/land at start-up, and government 
assistance in credit during operation adversely affected the technical efficiency of 
manufacturing SMEs. The effects of new product innovation and limited liability and 
joint-stock ownership on technical efficiency are mixed. Exporting is found to have no 
significant influence on the technical efficiency of Vietnamese domestic non-state 
manufacturing SMEs. While many of the results above confirm the findings from 
earlier studies, some results are against mainstream ideas and similar with the results 
from other transitional economies. 
Policy recommendations derived from the empirical evidence are also discussed 
in this study. It suggests that Vietnamese domestic non-state manufacturing SMEs need 
to upgrade their technology and move the current production frontier upward. It appears 
that Vietnamese manufacturing SMEs have almost exhausted the current production 
frontier. This is reflected in their high level of technical efficiency. The move from 
static efficiency to dynamic efficiency will also improve the performance of 
Vietnamese SMEs in their participation in international value chains. There is a clear 
message to support the development of new firms, small firms, rural firms and 
informally registered enterprises which achieve better technical efficiency performance.  
Meanwhile, older firms, larger firms among manufacturing SMEs, urban firms and 
formally registered enterprises need to improve technology, human capital and 
management skills necessary to become better suited to the changing conditions of 
Vietnam’s economy with increasing international economic integration and 
competition. Government assistance should be better targeted to specific sub-sectors 
based on their technical efficiency performance. A one-size-fits-all policy for SMEs, or 
even just manufacturing SMEs, may not have the intended impact. The procedures and 
requirements for assistance should be transparent and simplified enough to give access 
to firms that need it most. The findings from this study provide a clear picture about the 
performance of Vietnamese manufacturing SMEs with policy implications that are 
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